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The secompanying N Notes to Consolidated Financial Statements are an integral part of these statements. 
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i believe 1987 
may have been the 
most important vear 
in the history of 
The Limited. 

I know it was 
the most difficult. 


@ ; Sales slowed in the third and 


fourth quarters. Margins and profits declined. 


The Limited’s historic rate of growth slowed. 
Sales for 1987 increased by $385 million, from 


$314 billion to $3.53 billion. Net income rose 


~ from $227.8 million to $235.2 million. Earnings 
per share increased from $1.21 to $1.25. 


During. these twelve months a major fashion 
cycle matured and reached saturation. Demand 
for women's apparel slackened. A stock market 
collapse of historic proportions occurred during 


‘the same period. Consumer uncertainty and a. 


_ Jack of confidence. in ‘the economy compounded 
the problems which the fashion industry was 
already facing. | Path 


But this was not just a difficult year; it was a_ | 


turning point for the industry as a whole. A 
decade of ‘steady. growth in retail sales ended, 
with 1987 marking the, start of an era of 
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change. I believe that the cycle we have just — 


entered will serve to quickly widen the gap 
between the innovators and imitators. 


For a merchant led company this will be a time 
of opportunity. We have always believed that the 
fashion ‘business is a business of change. We 
expect to improve the quality of our earnings, 


to gain market share, and to emerge a stronger 
business. Our leaders and our associates are 


° age : 
determined to become a great retailing company. 


Although Limited Stores did aot: match the | 


level of last year’s record performance, “Verna 
Gibson and her associates once again achieved 
results which placed them ahead of their com- 


* petition. Michael Weiss and -his Express asso- — 
ciates were able to significantly improve earn- = 

‘ings this past year despite disappointing fall - 
sales. The associates of Victoria’s Secret, led: by 
Howard Gross, achieved outstanding results: . ae: 
margins and pre-tax earnings established new neeede 
records; sixty-nine stores were added, which 
represents 'a 60% increase in selling space. Lane 
Bryants results were well below their 1986 per- om 
formance, but I believe that the changes which 
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“ this will be atime of 


opportunity ...We expect to improve 
the quality of our earnings, to 
* gain market share, and 
to emerge a stronger business.” 


creasing our domes- 
tic source of supply 
«An increase in our 
associate stock par- 
ticipation to 50%— 
understood to be the highest of any U.S. pub-. 


have been imple- 
_' mented are having 
a positive impact 
and will result in 
significant improve- 
ments. Lerner did not perform up to expecta- 
‘tions this fall, yet I'm convinced that the new 
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and to build upon the accomplishments of 1987. . 


| merchandise mix is responsive to our customers’ 
needs and will bring the division up to company 
‘standards of profitability. _ 
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Our Jongten™ view of the business 1s aggres- 


ill continue to meet new challenges 


: _ These include: 


. * Record sales « Retord earnings * The addition 


ma: 1.5 million square feet of selling space" The 


_. opening of 448 ne 


five upscale. specialty stores and a 
catalogue division » The sponsor- 


ing of our first “Lets Make Jt In 


America” trade fair for over 500 
a US. suppliers successfuily in- 


OF w stores * Ihe acquisition of 
. Abercrombie 6 Fitch, a nationally o<5 20-5 
recognized company with twenty- 


I gratefully acknowledge the confidence and 
support of our shareholders and the extraordi- 


‘nary contribution of our associates. 


‘This annual report focuses, as it should, on our 


Presidents. They are the people who in 1987 | 
faced the challenges of leading their divisions , 
‘nto the future. They are the leaders who can 
best express their vision and the determination , 
of our associates. And it is The Limited asso- 
cates who will bear out my belief 

that these twelve months will be 

looked back on as one of the most 

important years in the history of _ 


The Limited. 


. Leslie H. Wexner, Chairman — | 
March 21, 1988 | : 
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Number of Average size: Total square footage: 
stores; | 3,700 2,833,000 
£3 _ aay 719 squate feet square feet 
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“Our associates are determined to prove the 
naysayers wrong again. It happened in '8), 
the first time we were seen as a mature 
business that had peaked. Back then, 
we decided that we were going to 
make this a billion dollar company 


_..and we did it. This time, ou 
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wt | 


goal is to become a two-billion- 
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dollar company... and we've set our 
sights on making that three billion 
before too long. We're already on our 
way, with the new superstores and the 


new brands that we're launching in them: 


- 


clothing for kids, lingerie and a strong 


career assortment for women who work. 


ei 


We made that first goal a reality by ignoring 
the skeptics and focusing instead on meeting 
our customers’ needs. And that’s how 


“Eos Lino pao we'll do it again.” 
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Express, whose 
Compagnie Internationale Limited 
Express brands account for more. 
than 80 percent of sales, offers 

7 clothing for the young, spirited | 
_ customen In 1987, Express was 
established firmly asa national | 


presence, represented in every 


‘The new men's business, 


ne | | 


o ie ogee. 7 - B 2 me Vee ae ; whioh grew directly out of 
Va be! a i = _otistomer demand, was success- 
7 fully launched during the yean. 
xpress for Nien, which contorms 
: to the fashion-forward Express 
format, ie being developed aggres- 
sively. The new men's brand was 
offered in 16 stores by the end of 
1987; that number wil grow { to so 
by 1968 year-end. _ wees ae 
Selling space | tor the’ 
ve company witi increase by So. as 
| percent during the s same period. | ae as 
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Number of Average size: Total square footage: 
stores: 2,700 036,000 
348 . square feet square feet 


ee ee 


“Growing a successful company and starting a 


siness can be very exciting: Doing 


trifying! The Jaunch 


new bu 
both at once is elec 

fee oof Express for Men has infused the 

3 whole division with a hungry, 

al spirit. We'll open up 

ore in 1988, 


entrepreneurl 
more stores than ever bef 

ell make the men’s business 

» than the whole 


We're 


and w 
bigger after one yea 
of Express was after four. 
¢ to add ‘ mmeasurably to the 


goin 
experience of shopping in our 


environments because the mixed stores 


will be more than the sum of their 
parts. And that’s going to add 
to our bottom line.’ 


Victoria‘’s Secret, the 


fasteat-growing speolaity business” 


In our history, offers contemporary 
designer lingerie through its retail 
and mail-order divisions. The 
remarkable pace of the company's 
growth accelerated even more this 
past yean. | | 
One hundred new stores 

will open In 1988, increasing the 
selling space by 70 percent. it" 

is anticipated that by year-end, | 
Victoria’s Secret will be the 
largest lingerie brand In the world. 
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Howard Gross, President 


“‘Victoria’s Secret isn’t growing rapidly—it’s 
exploding. Our momentum is 
tremendous—and building every 
day, And this isn't just some 
private dream I have about our 
company’s future. I’m surrounded 
here by people who get more 
determined as we get more | 
successful. In fact, breaking every 
record in the book this year has only 
made all of us more impatient than 


ever... now we want to do even better!” 
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“(We want to create the best women’s specialty 
store in the world. It will be a sophisticated 
and international store, an environment 
with a distinctly European atmosphere. 
This past year at Henri Bendel has been a 
yeat of experimentation. We have taken 
the time to learn from our successes and 


our failures. And now we're taking this 
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knowledge and creating a unique store. 
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We are building on a tradition that pocs 


back to our founder, Henri Bendel.” 
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| ‘Henri Bendel,'a unique : 

specialty store on Fifty-seventh 

Street in Manhattan offering inter- 
| national designer clothing and — 
accesscries, was acquired In. 
"1985. Plans are now being formu- 
lated ) 


to establish Honrl Bendel as a. 
‘national presence, with stores in 


‘. the top 40 markets In the country. 
; Substantial renovations 
are now in progress. atthe store. 
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Store size: 
44,300 
square feet 


“‘There’s a huge shift taking place in 
our business: [he budget customer is 
now demanding both quality and 
fashion—and that’s what we 
deliver better than anyone else! 
Obviously, these demands play 
right into our strengths: No one in 
| this business has our skills in 
design, marketing and presentation. 
And it’s already clear that no one else 
has been able to respond as quickly to 
this total redefinition of the budget 
market. . We made some wrenching — 


changes in ’87. It was a painful process. Now, 


we expect to reap the rewards. Now comes the 
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fun part.” | 
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With 770 stores, Lerner 
is the largest women’s apparel 
business under one name in. 
the country. By offering higher 
quality merchandise to the off- 
price customer the company is 
spearheading a dramatic auenae 
in the budget business. | 


Purchased In 1985, the 


company was made profitable 


within one year of operation. 1987 
sales, however were below expec- 
tations. As a result, the company — 


has shifted its merchandise focus. 
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Number of Average size: Total square footage: 
stores; 6,190 4,709,000 
770 square feet square feet 


‘4987 was tough for us...and 
invaluable! Today, this company is 
more alert, more responsive, more 


open to new ideas than it was a year 


ago. We had to examine some of our 


premises—and we took it as an 
opportunity to question everything 
about this business. We realized that 
we had become too young in our 

merchandising focus, and we're making the 

correction. The repositioning is in process 

and on schedule. The company is on the right 
course now, but that doesn’t mean we re laying © 


back: y were working harder than ever and were 
staying eeee 
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The oldest franchise in its 
field has been transformed Into 
a fashion store for large-size 
women. Lane Bryant had 222 
‘stores in 1982: by the end of 1997, 


ithad grown to 631 stores. 
es ‘Responding to a slowdown 
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‘in sales during 1987, the company’s 
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management decolerated the rate 
of store expansion, adjusted its 
fashion focus and fully implemented 
the short-term buying cycle system. 
in addition, Lerner Woman, started 


by Lane Bryant in 1986, w was spun off. 


to be merged with Sizes Unlimited. 
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Number of Average size: Total square footage: 
stores: 4,200 2,830,000 
63% square fect square [cet 


cg weakest ena a ai TH 


gure 


spar mere -* 


hate 


prervar creer Er eee rei red a ee! . re 
| . ! KF un ag “company \ 


{ 
; 
i 


Unlimited to form a nev 


“ay ape 


oconousty see 


ie 


Number of ' Average size: ‘Total square footage: 
stores; 3000 | 1,420,000 
square feet square ie 
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“The merger of Sizes Unlimited and Lerner Woman has 


given us real power in the marketplace. We may be 


starting over, but were not starting small! 
a Our division has 398 stores committed to a 
fm new direction. That gives us the means to 
M® satisfy the demands for fashion equality for 


mame the large-size customer. This is exactly 
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am the kind of fresh beginning we thrive on— 
we have the team, a clear vision of the 


future and the energy to deliver on our 
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“1987 was the year we became a direct 
marketing company. Maybe we 
learned from being around some 
of the world’s smartest retailers. 
Whatever the cause, we achieved 


a breakthrough that has totally 


a ¢ 


; ma 6changed our company. . What 


does this mean? That we're 
obsessed with speed, because we 
need to be as quick as any retail 
operation; that we're more focused than 
ever on quality and price; that we're 

- doing all sorts of things to make our 
customers happy. We think and act like a | 
retail operation, even if we don’ t have face-to- 


_ face contact with our customers.” 


“In February 1987, we launched into a = ac Bae a BN ales 
repositioning of our business. We completed 
the process in July and saw significant | , : 
results in the third and fourth 28 
quarters. Everything we've done 
was intended to accomplish one 
objective: simplification. We've 
narrowed our focus. We are now more 
streamlined and more oriented to our 
customers. We also have achieved a X 
much stronger sourcing position by taking 
more product out of our primary sourcing 
base. In short, Mast now is doing 


fewer things and doing them a whole lot better.” i 


~ Martin Trust, President 


Mast industries imports 


merchandise from global 


. 


resources. Mast must compete 


with outside vendors, winning 


Gas 


contracts with the retail divisions | 


on the basis of quality, price and 


delivery. In early 1907, Mast 


completed a vignificant refocusing 


of ite business. As a resull, if now 


— 


is concentrating exctusively on off- 


ashore manufacturing sources and. 


phasing out saies to outside 


SNP 


companies. 
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In 1987, Limited Distribu- 
tion Services processed 200 
mitliion pleces of apr Srei and 
accessories with a 99.9 percent 


accuracy rate. The avorage time 


olapned, from bulk arrival to 
shipment to individual stores, was 
two days. These figures iiiustrate 
the importance of the division and 
its associates to the short-cycle 


system. 


demand: We can sto 
4 different shipment 


This adaptability 


one item and start 


‘na couple of hours. 
le to take on any new 


os 


es. | 
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‘There are plans on the drawing board right 


now that will help our retail divisions to expand 
beyond their expectations ... Not just larger 


stores, better designed and better built, 


but entirely new formats. | When you 
make people stop in their tracks, you create 
- opportunities. And when you provide 
environments that keep pace, with 
innovative merchandising, you can achieve. 


amazing results. Tam confident that we 


will continue our ‘aggressive growth over the | 


next few years.” 
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The division is responsible 


for designing, fixturing and 


“s 


bullding innovative stores for the 


retail ‘companies. in 1987, our 


associates worked particularly 


closely with Limited Stores, 


; Express, Victoria's Secret and 


Lane Bryant. New store designs 


for these retall divisions are now 


| being pertected. 


Store Planning continues to 


be successful in providing ‘stores 
that are highly functional and are 


consintent with each company’s 


. 


particular merchandising 


| approach. 


“ 


“There are more real estate opportunities | ‘i - 


the retail divisions aggressively ie 
adding stores and expanding their : . 
store sizes we have our hands full. We're 
working from a position of strength. In 
fact our main focus is on being selective. 
The market environment we have 
| just entered is one which favors creative, 
energetic retailers. And that makes for 


opportunities ... for the kinds of challenges 
we like to take on.” 
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Jerty Dick, President’ | 


mae 


During 1987, the division 
oversaw the addition of 448 new 


stores, with a total area of 1.7 


‘million squaro feet. In 1968, our 


associates will secure locations 
and negotiate leases foran- 
additional 2 million square feet of 
solling space, ‘which includes 20 
to 25 superstores, each 15,000. to 
20,000 square feet. 

‘in addition to acquiring 
more locations, Limited Real Estate 
increasingly is Involved with the 
three retali divisions—Limited 
Stores, Express, and Victoria's 
Secret—which are expanding into 


. larger stores. 


ou 
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The division handies credit 
card operations for the Lane 
Bryent, Lerner and Lerner Woman 


retail divisions, as well as for. 


arylane’s five catalogues and the 


‘Victoria's Secret catalogue. 


In 1987, Limited Credit 


Services moved from indianapolis 


to Columbus. at that time, a new | 
: facility was renovated, 700 new. 


associates were hired and trained, 
and the number of credit ; \ 
customers Increased considor- ; 
ably. The move was accomplished 
“without any interruption of service 
to the division's millions of 


customers. 


“lam convinced that we can accomplish things 


that no one has ever thought of doing with a 


‘credit division. I’m not just thinking © 
about being a little smarter in our 


operations by tinkering here and there 


_I'm talking about rewriting the rule 
This division has a 
relationship with millions of our best 


customers. Our communication with 


them doesn’t need to be restricted to 
billing and payment. We can offer them 


e credit products. In fact, our 
omers the same 


innovativ 
associates can give the cust 
personal attention’ they get in our stores. 

With the opportunities we have all 


around us, it would be asin not to 


think big.” 


Ralph Spun, President : ty ee ; 
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“Victoria’s Secret Catalogue division has experienced a 
threefold increase in the past three years. Fourteen 


catalogues are published each year with an extensive 


Laas 


intimate apparel selection as well as ready-to-wear 
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merchandise. | Our company provides an un- 
usually high level of service by concentrating 
on telephone sales and maintaining a know- 


ledgeable staff of associates who respond 


rae is 


quickly to customer needs, 24 hours a day. 


The j image of the catalogue reflects the con- 


aa 
7 & 


tinuing emphasis on Victoria’s Secret 


toria’s Se 
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lingerie and hosiery 


brands. 


Cindy Fedus, General Manager 


: “Retailers all compete on an even | - separate training department. The leader- 
playing field—the same vendors, the ship of the company is directly involved in 
same customers and the same , ae the selection and development of asso- | 
real estate locations are yoy i ei x ciates. In fact, teaching is considered a key. 
available to all of us. We f 7 ug | ; . F te ‘ responsibility of every leader. This _ 
believe that our compe- 7 - Bi: oe = _ : A is a company that believes in. / 
titive edge comes from 7 7 ee] Fs — a B standards. It looks for people who have 
our associates and their q 7 Be << 4 a . Mi the discipline to live up to those stand- © 
ability to execute. Itis ¥ i Ph a a ! ards. But it also seeks out and encourages 


for this reason that recruit- mae |e ® risk takers. It is not just that a risk taker 


tient is never delegated and ABMs. :, itil who succeeds is rewarded—that 


training is not managed goes without saying. It is 


1 by outside consul- am na “SORae . eee that a risk taker who | 


tantsora | fails is not penalized — 


wee 


ee 
“a : , 
i aloe 
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fee of a truly unusual © 


A corporate culture.’ 
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Tom Hopkins, Executive Vice President 
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“The preceding pages attest to the determination | i 


and creativity of our leaders and associates. The 


‘statements which follow offer proof that we have the ¥ 
- financial resources to support their vision. 6) 
fundamental financial ‘ndicators are among the best 
possible measures of managements ¢ ability to lead. 


In 1987 the Limited’s net income as a percentage of sales ) 


was 6.7%, making us again a leader 1 in the fashion 


l industry. In 1987 the company’s 


appare 
y was 31%, | 


return on average equit 
a rate among the highest in 


American business. 


a ‘ 
Bot 
€ 


ie 


Ken Gilman, Executive Vie 1 President, “Chie Fawn oft a 
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Management's Discussion and Analysis of | 
Results of Operations eras ‘tn | 


Results of Operations | 


Financial Summary 


Certain financial data ‘expressed i in  ercalade relationship t to net 


Fee wiseatnie 


sales and in comparison to to ) the Prior fistal year's ate : 


Litre th), 


Gross Incomes” 


se Cet aa 


a 
iy 


in'1987 net sale resulted primarily from the opening 


' tale 
. 2 arb 


aD i ‘crea a 3% increase i in ‘comparable store ‘sales, For 1986 


paired : tae fetta ae 


primarily to the opening of 431 stores. and an 


“ a = 3 ag t 


ease a comparable store sales.::-. 


Me sates ‘l Pies! ay “WN 


3 3 ‘The reduction Sin gross income an ae 
“resulted fiom higher: markdowns; and bain “A 


aE cgsts. asa ‘percentage of sal xs yand from coats associated with the 


PRs eae A nae ce a : oe alt 


?Compstiys decision to Teposition ‘Mast Industries ‘to concentrate 
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rong te tbs, 4 bpale Fens - 


on foreign sourcing. | 
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The Conipany’ results of ‘operations and financial condition: are 


oO. 
“These operating « expenses es improved in both 1 1987 a 1986 0 asa 
.. percentage of net sales as a result of additional economies of scale; 
ek management’ continued emphasis on n expense control and 


“V4 oe oe e er i ; 


-Tntarest expense -decteased { in ‘1987 principally a asa result of the | 
" Sonversion, in mids year 1986, oft two my soeetble debt fs issues, 


ofan increase in the Counbauie credit card receivables which were 


; financed through the finance subsidiary’s borrowings (see Note: a" 


and the mid-year conversion ‘of the convertible c debt i issues GF 


veh 


| Sad 1985, quiet A retonelliation of these nis ae the 


rere 


’Federal : ‘statutory income tax rate is presented i in Note 6 


t 


R se 
tyre 


‘stated in terms of historical cost. While it is  difficule to accurately 


- rae ee ‘rigs 


measure thei impacts, of inflation due to the i imprecise nature of. 


Th 


; the ‘Company’ calculations indicate that 2: 


Nery Yi mete k- 


the effects ‘of inflation on ine Company have been’ minor. 


Financial Condition. os 
‘Liquidity: and Capital Resources : 
Cash ‘irovided | from operations and the aa: capital: 


‘structure plus! funds available under committed bank agtee- = 
;ments: provide 1 the financial: resources and stability | to support both ° 


ete 


he the ssble: indicate, the Company’ p primary s source cut Liquidity 
continues to be cash provided from operations. Additionally, the: * 
_ Company has bank lines totaling $850 million, of which $800 mil: ; 
lion is available under its long term Revolving Credit and Term ** 


“Loan Agreement. At January 30, 1988, $507 million of available, ‘a | oot aoe es 


bank lines were unused. The reduction of available lines from $1. ie 
- billion i in 1986 was effected because the Company ¢ does not view‘ 


eurrent ‘operations and future sa okt The Company’ capital -” 
< oe a os é ce ee et 7 its near term capital requirements to be so extensive as to incur 
EE een SEG : ~ the commitment fees related to the previous higher ! levels; The 
Company I believes however, that its financial condition i is strong 
a = \enough to support bank lines at least as extensive as ‘those pre- 
cviously maintained. Management | believes that the Company's 
ee and capital resources are. sufficient to sustain current 
213, 744 , operations 1 and provide | for future growth. oo 
44506 3 F a Se 


404,075 O15: > capital Requirements 
. it The Company's capital requirements for. 1987 include $240 million: 


7 for the acquisition of 10.8 mifjion shares of j its common stock, ” 
currently | held as treasury. penis : 


Capitalization—*. 
Convertible deben 


"70, 420. 
169, 4l4e- 
oo eC 


343, 9001 
= 374209 5 
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Effective February 1, "1988, the ‘Company acquired t the assets ‘of: : 

: Abercrombie & Fitch for ‘approximately, $45 million. This ¢ opera- 

i tion ¢ consists of 25. retail stores'and a ‘catalogue 'operation, offer 
ing t tioderate'to better-priced outdoor oriented sports ‘apparel. fo ; 
men and’ women and related specialty merchandise 2 and gift items. 


Capital a¢lditions i in 1987, 1986 and 1985 amounted to $2836 mil. 

~Tion, $196.5. million’ and $1803 million, respectively, These’ exp: 

“ divures were for new store, construction and renovation plu 
equipment additions and, beginning in’ 1986, construction of a 
new. dist ibution. and office facility i in ‘Columbus, Ohio. For’ ‘198 
capital a iditions ‘of approximately $300 million are planned, 
‘includin ‘the‘addition of approximately. 365: new. stores, the 

* ‘remodelii ng of approximately . 150: existing stores, and the comple- : 
“tion of the distribution and office facility. The, Company antici- 
- pates that these cet additions w will be > pr rincipally funded by: 
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Ta the fourth (quarter. 
Board AE a 


-counting for: Income Taxes,” ’ requires 
new tax accounting and disclosure ‘rules no 
at 


: ning January 29, 
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new standard in fiscal 1989 ‘ad will: 
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‘Other Incesne;ine | 3 
Income Taxes: 
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Cash was s provided from. Lek ope . : : : + : 
Net income 2 $227,780 $145,317 © 

97,393 "80,128 

36,920. :_...__.. 3,030) 


‘Working Capital from 


wy editions (re ulrements) eels fren ‘i i ‘ 

Sa RE a “i (41,184) ": (51,342) 
19,138) ° (15,256) eh 62,567 v 
114,777 47,346 ve 41,082 


7,033 oo 24,528 
360,032 249,250. 


ae 382 gol 
ase 5 180,269 © 
med =a - ETRE 
ya3 324 To 196,398. 
229,507 Oe 19,118: 
£25,265 a AT ASO 
aE 331,462). 
392,583 et 774,703 | 
(9,692) 5454 
12,948. ia 7494" 
$3,256 “| $12,948 


$4795 8 


Investment in finance subsidiaties * Pit " 
acquire subsidiaries’ and retire ia 
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ste to Consolidated Financial Siatemenis are an integral par ‘of these statements. ees 
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Notes to Consolidated 
Financial Statements 


ty Summary of Significant Accounting Policies 
~ Principles of Consolidation ma 


The consolidated financial statements include the accounts of 
* the Company and its subsidiaries except the Company's wholly- 
which Is accounted for as an equity 

“Investment (Note 8). Significant intercompany balances and trans- 
“actions have been climinated in consolidation. 


’ gre charged to expense as incurre 
. which extend service lives are capitalized. 


“The Company has elected to implement during 1988 and 1989, 

__. certain financlal reporting and accounting policy changes which 

iy have recently been issued by the Financl 
Board, A more detailed discussion of t 
~vunder the heading" Adoption of Recently Iss 

ards” in Managements Discussion and Ana 


al Accounting Standards 
ese matters is included 
ued Accounting Stan- 
lysis on page 40 of: 


financial statements and notes by 
“the calendar year in which the fiscal year commences. Accordingly, 
“resulta for fiscal years 1987, 1986 and 1985 represent t 


ded January 30, 1988, January 31, 1987 and February 1, 1986, ” 


Inventories are principally valued at the lower of average cost 


‘Marketable Equity Securities 
h the Company intends to hold 


SA Tae ee Pee 
arketable equity securities which 
current assets. To the 


‘of more than one year are'classified as non 


F] 


extent that cost exceeds market value, a valuation allowance, net of 
related deferred tax benefits, is recorded and reflected as 4 sepa- 


- sate component of shareholders’ equity, 


OD 


Property and Depreciation 


Depreciation and amortization of property and equipment are 


computed for financial reporting purposes on 4 straight-line basis, 
using service lives ranging principally from 20-30 years for build- 


_ ings and improvements and 3-10 years for other property and 


equipment. The'cost of assets sold or retited and the related accu- 
_mulated depreciation or amortization are removed from the 
accounts in the year of disposal, with the resulting gain or loss 


included in net income. Maintenance, repairs and minor renewals 
d, Renewals and betterments 


Provision for Income Taxes 


ome taxes is based on income reported for .: 


The provision for inc 
d includes a deferred provision 


financial statement purposes, 29 


"for the tax effect of timing differences between the financial and 


tax reporting of revenue and expense items, Deferred Federal 

Income taxes, less applicable foreign tax credits, have not been 

provided for the undistributed earnings of foreign subsidiaries © ; 
($157.6 million at January 30, 1988) because the Company intends, vo 

to reinvest such undistributed earnings in those operations. “36, ° 


Shareholders’ Equity Ne oe 

~ Five hundred million shares of $.30 par value common stock ate 
authorized, of which 178.8 million are outstanding, after reduction | 
for the 10.8 million shares held in treasury. Ten million shares of =." 

$1.00 par value’ preferred stock ate authorized, none of which have 
beenissued. ce ‘ 


Net Income Per Share 


Net income per share is computed based upon the weighted aver- hen 
age number of outstanding common shares and reflects, where 
appropriate, the effect of stock options and subordinated convers-.: 
ible debt outstanding during the periods reported, as restated for "5" 
stock splits in 1986 and 1985. ; . 


a 


ed, 


[2] Leased Facllities and Commitments: 


‘Annual store rent is a fixed minimum amount, plus contingent H 


rent based on a percentage of sales excecding a stipulated amount). 


i Store lease provisions generally require additional paymenis covet: 

\ ing taxes, maintenance and certain other miscellancous expenses! 

“Rent expense was as foliows: rd 

oe 987 1986188 

_! Store rent” aes ' 
“0 Bized minimum | $171,360. $126,616 


Fixed minimum 
Contingent "20320 22,141 
191,680 148,757 


ah Total store rent = 
30,284 22,297 


es : Equipment & other nate 
- Tbtal rent'expense| $221,964 $171,054 


14,368 


15,587 
$129,251 


"At Jandary 30, 1988, the Company was committed under store 


‘ASasea with initial terms ranging from ten to twenty years. Accrued © 


- ents at January 30, 1988 and January 31, 1987 amounted to $26,345 


al year for non- 


~- [3] Long-Term Debt’ 
‘Long-term debt consisted. of: 


ereretneneneet nara 
arn . 


“> Revolving credit agreement” oe 
ther, net of current maturities be Pon aa 5,420 


ier 
$343,000. $65,000 


"Other, net of current maturities 9 
mee Lt mr $343,000 
“Wander committed credit arcangements, the Company may borrow 
up to $850 million, principally through its $800 million Revolving 
Credit and ‘Term Loan Agreement, which is available through 


$ 98,996 


113364 


. * Ailowance for uncollectible accounts 


1987 "1986 


$70,420 .. 


“April 30, 1989, at which time the then outstanding balance 
will be repaid in eight semi-annual installments commencing 
October 31, 1989. At the Company's option, interest is payable at 
cither an agreed upon amount over the lenders’ cest of funds of 
‘the prime rate. The commitment fee on the unused line is '4 of 1%. 
The terms of the agreement place certain restrictions on the Com- 
pany including retelned earnings uvailable for dividends and the 
purchase, redemption or retirement of the Company's stock. As of » 
January 30, 1988, $71 million of tetained carnings was free from 
such restrictions, In addition, the Company maintains a $50 mil- 

- flon short-term ine of credit. ‘ = 


Aggregate roaturities of long-term debt during the next five. 
years arc: ea ‘ : 


[4] Acrounts Receivable 


Accounts receivable consisted! of 
SUR DURREEEnEnEnETErTennn ne 
ms hh 4 . 1987 
‘Accounts receivable, principally deferred ° ne : 
payment accounts oe $576,908 $559,215 
‘Accounts sold to wholly-owned finance . foe 
subsidiaries (Note 8): i’ : 


1986 
Lene 


(465,930) 
(20,407) 


(465,601) 
(46,247) 
$95,000 


Finunce charge revenue on deferred payment accounts amounted 


to $884 million, $81.0 million, and $38.6 million in 1987, 1986 and nee 


1985, respectively, and the provision for, uncollectible accounts 
- amotinted to $44.4 million, $499 million, and $209 million in « 


“781987, 1986 and 1985, respectively. These amounts arc classified as 


“components of the cost of administering the deferred payment 
program and are included in general, administrative and stor: 
operating expenses. ME tak 2 : 


$ 72878... 


a foci Xt 


Netesto 


“Consolidated bs 
7. Financlal 
*, ~ Statements: 


ey. ontinued 


- Terheumained depreciation oe ie 


_ State, Loe 


— then © : 
“The foreign component of pre-tax income. tn 1987, 1986 - 1985 Is. 
me $66, 100, $55,900 and $28, 200, respectively. os 


= ‘Reconciliation of the effective income tax to'e with the statutory 
. “Federal income tax rate is as follows: 


ol Property ad Equipment 
Property and equipment consisted of: 


eee, e718 
Land, i, buildings and i and improvements aed $138,498 $105,198 
~ Furniture, fixtures es and equipment 548,276 499,346 
- Leaseholds and imptoveae nt = ATA, 165 375,596 
~ Construction in progress - "79, 085 20, 20,477 , 
1237, 024 1 000, O17 


347,869 


| 265,890 
$889,155 


_ $734,727 
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|The provision | for income taxes consisted oft 
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eee ‘State income tax, net oe 


- Federal income tax cbfect = 
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| ‘ Investment tax credits: 


: Foreign operations iio. _ (4.2) 
aa 7 (1.0) 
37.8% 42.3% 
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The components of the deferred tax provision are as follows: 
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Excess of tax depreciation 

~ ever book depreciation 

Deferred profit on 
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The Tax Reform Act of 1986 eliminated the use of the installment - 
method for recognizing income on sales from the Company's credit 


‘card operations and requires that income on deferred sales at 


January 31, 1987 be included in taxable income over 4 four-year 
period beginning in 1987. At January 30, 1988, $64.4 rnillion of 
deferred income taxes relating to installment sales are classified as 
long-term, one-helf of which will become current during 1988 and 


‘ _ the remainder in 1989, 


[7] Stock Options 


Under the Company's stock option plans, 6.6 million shates were 


_ available for grant to employecs at January 30, 1988, as compa red 
‘to 69 million shares at January 31, 1987. An additional 2.5 million | 
shares were reserved for outstanding options, of which 1.4 million — 


were exercisable, Options have been granted at fair matket value, | 


* Option activity for the year ended January 30, 1988 is as follows: - 
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301000 $941. 
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419,000 7 © $21.06. 


. Exercised (868,000) $ 4.67 
Cancelled (94,000). 
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[8] Finance Sudsidiary 


World Financial Network, Inc., a woolly-owned unconsolidated 


_ finance subsidiary (formed in 1987 to continue the operations of 
- Limited Credit Corp. and Limited Credit Funding, Inc.) pur- 
chases, without recourse, receivables gencrated by the Company's 


credit card operations: These purchases are financed through a 


$400 million receivable finance facility. During 1967, the receiv- 


ables were purchased at discounts sufficient to cover fixed charges 
(principally interest expense). In 1986 and 1985, the discount ; 
approximated one and one-half times fixed costs. These discounts 


are eliminated in the Consolidated Statements of Income by reduc. + 


ing interest expense in'gn amount equal to the pre-tax earnings of 
the finance subsidiarg, Net earttings of the finance subsidiary 
operations totaled $2.1 milliun, $7.5 million and $3.6 taillion in 
1987, 1986 and 1985, respectively, Condensed balance sheets cf the 


"finance subsidiary operations are presented below, , 
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January 30, January 31, | 
3988 1987 
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Customer receivables purchased from aa 
wholly-owned subsidiaries of The 
Limited, Inc. 
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Investment of The Limited, Inc., including : 
" $76,600 at January 30, 1988, and $51,700 ; Ey, 
at January 31, 1987 under subordinated oh 7 
| .. 77,500 105,500 


-« debt arrangements . 


$465,600” 


ners 
The subordinated debt is payable under a $100 million Revolving 
Subordinated Demand Promissory Note. Tbe note calls for quar- 
terly payments of interest at a rate which approximates the rate 

which the Company pays under its revolving credit arrangements | 


$465,900 


(approximately 7!4% during 1987). Principal is to be repaid one 
year and one day afterdemand. _ 
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[9] Quarterly Finaricia! Datu (Unaudited) 


Summarized quarterly financial results, adjusted to reflect the © 
1986 stock split, are as follows: 


er pores 


Fiscal Quarter - First 


__ Second OT 
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Gross Income a , 305,691 
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” ‘To The Limited, Inc.: 
We have examined the consolidated balance sheets of THE 
"LIMITED, INC. (a Delaware corporation) and subsidiaries as of 
January 30, 1988 and January 3t, 1987, and the related consolidated 
a ~ statements of income, shareholders’ equity and changes in financial 
‘+ position for each of the three fiscal years in the period ended Jan- 
~ yary 30, 1988, Our examinations were made in accordunce with gen- 
erally accepted auditfag standards and, accordingly, included such 
© tests of the accounting records and such other auditing procedures 
_asweconsidered necessatyinthecircumstances,:" 
'_ Inour opinion, the consolidated financial statements referred t¢ a 
above present fairly the financial position of The Limited, Inc. arid 
; subsidiaries as of January 30, 1988 and January: 31, 1987, andthe,” ” 
“- gesults of thelr operations and the changes in their financial post- 
~~ Hon for each of the three fiscal years in the period ended January 30, 
“1988, in conformity with generally accepted accounting 
_ : painciples applied on a consistent basis. : 
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Executive Officers 


Leslie Ht. Wexner 3 William K. Gerber 
Chairman of the Board | Vice President 
Corporate Controller 

Bella Wexner : 

Secretary i Timothy B. Lyons 
Vice President 

Kenneth B, Gilman ; Taxes 

Executive Vice President’ ; 

Chief Financiel Officer Margaret T. Monaco 


‘ Vice President 
Thomas G. Hopkins - freasurer 
Executive Vice President 

Organizational Development 


Alfred S. Dietzel 
Vice President (°°! 


Financial and Public Relations 
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